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UNITED KINGDOM: KEY ECONOMIC INDICATORS 


Percent Percent 
NATIONAL & PER CAPITA GDP 1987 Change 1988 Change 


GDP (Billion Dollars) 825.7 
GDP (Billion Pounds) 463.9 10.8 
GDP (Billion 1985 Pounds) 401.0 2.3 
Real Per Capita GDP (Pounds) 7,025 1.7 
Real Per Capita GDP (Dollars) 11,520 


INDEXES OF PRODUCTION (1985 = 100) 


Manufacturing 
(Percent of GDP) 
Agriculture 
(Percent of GDP) 
Services 
(Percent of GDP) 


POPULATION & EMPLOYMENT 

Population (million persons) 

Labor Force (million workers) 
Number of Unemployed (year average) 
Unemployment Rate (percent) 


MONEY AND PRICES 


M2 Money Supply (Billion Pounds) 187.3 
Base Interest Rate (percent, end year) 8.5 


Personal Savings Rate (percent DI) 6.2 
Fixed Investment Rate (percent of GDP) 17.6 


Consumer Price Index (Jan. 87 = 100) 103.3 4.1 
BALANCE OF PAYMENTS AND TRADE (Billions of U.S. Dollars) 
Current Account Balance -6.2 


Exports of Goods and Services (FOB) 
Imports of Goods and Services (FOB) 


Imports of Goods From U.S. (CIF) 
Exports of Goods to U.S. (FOB) 
Bilateral Trade Balance with U.S. 


Cumulative Direct Investment Positions 
U.K.'‘s Position in U.S. 79.7 
U.S. Position in U.K. 42.0 


Gold and Foreign Exchange Reserves 47.2 
Exchange Rate ($/£ annual average) 1.64 


Annualized Estimates Based on Partial Year Data 
(A) - Actual 


1989* 


843.0(A) 
514.0(A) 
410.2(A) 
7,165 

11,755 


-34.4 


203.2(A) 
240.8(A) 


21.6(A) 
18.6(A) 
-3.0(A) 


123.0(A) 
62.0(A) 


42.0 
1.64 





SUMMARY 


The British economy slowed significantly in 1989, largely due to the 
government’s tough anti-inflationary, high-interest rate policy. 
Real GDP growth in 1989 was just 2.3 percent. In 1990, it may fall 
to around 1.4 percent before resurging in 1991 to 2.5 percent. The 
high-interest rate policy was initiated in the middle of 1988 and 
took base rates (similar to U.S. prime rates) to 15 percent by the 
end of 1989. Even with the increase in interest rates, the retail 
price indicator rose 7.5 percent in 1989 and is expected to rise 
another 5 to 6 percent in 1990. With the high interest rate regime, 
the pound has remained relatively strong. However, the current 
account deficit swelled from approximately $26 billion in 1988 to 
around $34 billion in 1989. In 1990, however, it may fall below $25 
billion, or to 3 percent of GDP. One bright spot in the economy in 
1989 was the unemployment rate, which declined to 5.8 percent by 
year’s end, the lowest rate in 9 years. 


CURRENT ECONOMIC PERFORMANCE - CONSTRAINING DEMNAD 


Contrary to the situation in the past few years when the United 
Kingdom could boast of one of the fastest growing economies in the 
Organization for Economic Cooperation and Development, Britain now 
has one of the slowest growing economies among the industrialized 
nations. Real gross domestic product grew by only 2.3 percent in 
1989, and most forecasters expect it to grow by less than 1.5 
percent in 1990. The slowdown was mandated by tough monetary 
policy, which pushed the base interest rate up to 15 percent per 
annum. The high rates cut the growth of consumption, retail sales, 
and investment in housing. In 1989 real consumption rose by about 
3.8 percent, compared with 6.9 percent in 1988. Housing investment 
fell nearly 4 percent, compared with a rise of 7.1 percent in 1988. 
The forecast for 1990, suggests that domestic demand will be 
virtually flat. Most analysts believe that any impetus to economic 
growth in 1990 will come from the external accounts, most probably 
from the oil and invisibles sectors. If all goes as expected by the 
government, trend growth for the economy of 2 to 3 percent will 
resume in 1991. 


INVESTMENT 


Since the recession of 1982, U.K. businesses have been increasing 
their investments year by year. While the pace of investment 
outside of housing slowed from 1988’s torrid 13.1 percent pace, the 
5.3 percent realized in 1989 remained remarkable. The strength of 
investment has been related to structural reforms carried out by the 
Thatcher government, preparations for EC-1992 reforms, and the 
general recovery of domestic and global demand since 1982. Many 
forecasters expect investment to slow further in 1990, as high 
interest rates continue to bite and global conditions cool off. 
Nonetheless, the strength of investment in plant and equipment 
through 1989 is expected to contribute to continued gains in labor 
productivity through 1990 and beyond. If so, that gain should 
contribute to the environment for solid, noninflationary growth and 
declining trade deficits. 





TRADE 


As the U.K. economy has expanded over the past seven years, 
executives have realized that they can obtain many of the goods and 
services they need offshore. The result is that Britain has shifted 
from being a net exporter as recently as 1986, to being a large net 
importer in 1987-1989. In 1989, real exports of goods and services 
rose about 4.9 percent, while import volume rose about 8.9 percent. 
In nondeflated value terms, exports rose 11 percent and imports 14 
percent. Part of the reason for the weak export performance over 
the past two years has been trouble in the North Sea oil fields. In 
1988 the Piper Alpha drilling rig disaster cut British oil 
production by nearly 10 percent. A second, smaller, oil-rig 
disaster in 1989 also contributed to problems in production. In 
1990, it is expected that these problems will be corrected, and oil 
will make a positive contribution to earnings in the external 
account. It is also expected that as the economy slows further in 
1990, the demand for imported consumer goods and intermediate inputs 
will decline sharply. A significant share of expected improvements 
in the external sector in 1990 may come from earnings from the 
invisibles account. The large outflows of insurance funds for the 
Locherbie and other disasters in Britain will not affect the 
accounts in 1990 as badly as they did in 1988 and 1989. There is 
also the possibility that earnings on foreign investments may 
improve somewhat, and that balances on the travel and tourism 
accounts will improve. 


INFALTION & INTEREST RATES 


Prices began to move upwards in 1988, just as employment returned to 
levels not seen since 1979. To counter the price rise, the 
government engineered a series of interest rate increases, causing 
the base rate (similar to the U.S. prime rate) to move from 7.5 
percent in June 1988 (its lowest level in 10 years) to 15 percent in 
October 1989. It is now just 2 percentage points below its highest 
point in the post-war period, 17 percent, reached in November 1979. 


While the high interest rates have dampened domestic demand and 
caused a shift of funds from low-interest and noninterest bearing 
deposits to high-interest earning deposits, they have also caused an 
increase in mortgage rates, business costs, and, thereby, in 
consumer and retail price indices. The rise in these indices have, 
in turn, spurred demands from unions for double digit wage 
increases, with actual settlements in 1989 just below 10 percent. 
Although productivity increases of 4 to 5 percent in the 
manufacturing sector have helped to dilute the cost-push influences 
of high wage settlements, there remains a strong, underlying 
pressure on prices. Retail prices in 1989 rose about 7.5 percent 


over 1988, and in 1990 they will probably rise by another 5 to 6 
percent. 





EMPLOYMENT 


Profound shifts in employment patterns have occurred over the last 
25 years. Between 1966 and 1984, the number employed fell by 2.2 
million, while the size of the work force grew by 1 million. 
Understandably, unemployment rose to a level of more than 3.1 
million. Since 1984, however, the situation has improved, with the 
level of unemployment falling in November 1989 to 1.6 million. 
Nonetheless, the number employed (excluding the self-employed, 
military personnel, and government sponsored trainees) is still 1 
million less than it was in 1966. Much of the fall in employment 
has occurred in the manufacturing and mining sectors. Since 1971, 
employees in these and the military sectors in Britain have fallen 
from 8.7 million to 5.5 million, for a total loss of 3.2 million 


jobs. In the manufacturing sector alone, the drop has been 2.9 
million jobs. 


Partially offsetting such declines has been a trend toward 
self-employment. In 1966, about 1.8 million people were 
self-employed. The figure for 1989 exceeds 2.8 million. Another 
offsetting factor has been a rise in government-supported training 
programs, which now keep some 480,000 people off the unemployment 
roles. Between mid-1988 and mid-1989, the number of people in such 
programs expanded by nearly 140,000. 


All things considered, the unemployment rate at the end of 1989 had 
declined to 5.8 percent. The expectation for 1990 is that it will 


fall no lower and could rise as the government continues its tough 
anti-inflation, high-interest rate policy and as unions push hard on 
wages. Whatever gains there may be in employment in 1990 will 
probably occur in the export sector. Wage demands in 1990 are 
likely to remain in the 7 to 10 percent range. 


GOVERNMENT FINANCE 


The U.K. Government has been running sizable budgetary surpluses 
since 1987. In fiscal 1989, the public sector debt burden was 
reduced by about 10 billion pounds, or over 2 percent of GDP. A 
Similar reduction is likely to occur in 1990. These surpluses are 
mainly, but not wholly, due to privatization of previously 
nationalized industries, including those in the telecommunications, 
steel, automative, electrical power, natural gas, and water sectors. 


Through tax reform, the basic rate of personal income taxes has been 
lowered to 25 percent, with a target of 20 percent to be achieved as 
inflation abates. Taxes on residences have been abolished in favor 
of locally determined poll taxes on all persons over 18. Tax rates 
on business properties are being equalized within each of the three 
geographic areas of England, Wales, and Scotland, with the revenues 
essentially collected by the central government and redistributed to 
localities on the basis of population. These various reforms are 
designed to stimulate private activity in the economy and awareness 
of what local governments are doing. The change in taxation of 
business property is intended to eliminate tax-induced distortions 
on the location of enterprises. 





Through its structural and tax reforms and by keeping a tight rein 
on expenditures, the U.K. Government reduced its outlays from 44 
percent of GDP in 1986 to 38.75 percent in 1989. Eschewing 
short-run adjustment of fiscal policy to fine tune the economy, the 
Thatcher government has set out and diligently pursued a series of 
Medium-Term Financial Strategies that have laid down targets for 
3-to-4-year periods. This approach has assured that fiscal policy 
does not interfere with private sector economic decisions. 


This policy may be tested in 1990. As the economy slows to near 
recession levels because of high-interest rate policies, cries may 
be heard for fiscal stimulus. The Thatcher government appears 
though to be sufficiently well established that it will reject such 
pleas in the expectation that 1991 and beyond will be better for it. 


IMPLICATIONS FOR THE UNITED STATES 


The United Kingdom continues to be a major trading partner with the 
United States, the fourth largest U.S. market, with 1989 exports of 
$20.9 billion, and seventh largest supplier, with exports to the 
United States of $18 billion. The leading U.S. exports to the 
United Kingdom in 1989 were aircraft and associated equipment, 
computers and peripherals, engines, analytic instrument, and 
telecommunications equipment. 


Britain has a high regard for U.S. products, and technology offers 
an excellent entry into the European Community’s Single Market. 
Major domestic developments, coupled with new EC legislation, mean 


new market opportunities for U.S. exporters. For example, recent 
environmental pollution control legislation, the privatization of 
electricity generating industry, and reforms in the health sector 
offer unprecedented opportunities for sales of goods and services. 
The majority of U.S.-U.K. trade is relatively price inelastic and 
any decreases in consumer spending should be offset by 
infrastructure and capital spending. 


EC 1992 


The process of EC integration, commonly referred to as EC 1992 is 
changing the commercial environment in Britain and Europe. As some 
300 specific directives or laws are put into place across the EC 
over the next decade, eliminating trade barriers among the 12 member 
countries, they will gradually create one large integrated market 
with a population of 320 million people, one third larger than the 
United States. A report prepared for the European Commission has 
estimated that the removal of customs and other internal barriers, 
and the resulting economies of scale and higher productivity, will 
increase the EC’s gross national product by $230 billion per year. 


Nearly one-third of these directives are already in place. As we 
move closer to 1992, there will be further far reaching changes in 
product standards, more uniform value-added taxes, competition 
policy, environmental regulations, greater freedom in capital 
movements, and simplified freight forwarding. While all these 
changes may not be in place by January 1, 1993, there is now a sense 


of inevitability to the process that no business can afford to 
ignore. 





There are two real challenges to American business arising from 
1992. The first is the challenge to seize these opportunities now, 
especially those U.S. firms not in the market that must move quickly 
to establish export and sales bases. The second challenge is that 
posed by European firms that are seizing the opportunities, 
reviewing production and marketing strategies, and developing 
increasing economies of scale. American firms must compete with 
these firms and their products in the European market if they are to 


maintain their competitive edge in the global marketplace of the 
future. 


Best Export Opportunities by Industry 


Following are brief sketches of the U.K. market sectors offering the 
best export opportunities for U.S. suppliers. More extensive 
information can be obtained from the U.S. Department of Commerce 
U.K. Desk Officer noted at the end of this report. 


Computers and Peripherals: This $10 billion-plus market continues 
to grow at double-digit rates. Mainframe installations are 
increasing at a rate of 25 percent annually, minicomputer-based 
systems at 12 percent, and microcomputers at 42 percent. The PC 
markets are currently dominated by IBM and IBM clones, with other 
vendors aimed at specialized niche markets. Sales of peripherals 
and desktop level expansion products are still buoyant. U.S. 


products account for approximately 21 percent of the total computer 
and peripheral market. 


Electronic Components: The U.K. market for electronic components 
was valued at approximately $4.8 billion in 1988, with 1989 
projected to have reached $5.5 billion. Estimated U.S. imports for 
1989 were $420 million and are increasing at a rate of 12 percent 
annually. A substantial proportion of the local production capacity 
is owned by American firms, and half of the third-country exports to 
Britain are from plants owned by or contracted to U.S. companies. 


Computer Software and Services: Although traditionally difficult to 
measure, the industry consensus is that software and services are 
growing at a rate at least equal to that of the equipment sector, 25 
percent, and perhaps more rapidly. The annual market is estimated 
to be $4.5 billion for 1989, with U.S. imports accounting for 
two-thirds or $3 billion of the total market. 


Telecommunications Equipment: The liberalized British 
telecommunications market is relatively self- sufficient in 
switching and transmission equipment, but absorbs a large volume of 
components, subsystems, and subscriber apparatus from foreign 
sources. U.S. companies have a significant share of the import 
sector, and given the increasing demand for intelligent networks and 
attachments, U.S. firms can take advantage of the trend. The total 
market is an estimated $4.2 billion for 1989, of which U.S. imports 


were $200 million, or 5 percent. U.S. imports should grow by 15 
percent annually. 





Biotechnology: Biotechnology is currently evolving from a 
research-based industry to a product-based industry. The total 
estimated 1989 market of $2.3 billion represents both research 
spending, license fees, and physical product imports. U.S. imports 
represent about one-tenth of the total market, or $232 million, and 
are expected to increase by 11 percent annually. Actual products, 
such as pharmaceuticals and seeds, will be increasingly traded as 
this industry develops. 


Safety and Security Equipment: Demand continues to grow for 
electronic surveillance, access control, and fire-alarm/detection 
systems with the total market reaching an estimated $1.8 billion in 
1989. U.S. companies and products continue to do well in this 
marketplace; the outlook is excellent for electronic surveillance 
equipment, intruder alarm systems, locks, surveillance equipment, 
and safety and rescue equipment. U.S. imports account for an 
estimated $108 million or 6 percent of the total market and 


one-fourth of total imports and are expected to grow at almost 10 
percent annually. 


Scientific and Laboratory Instruments: The U.K. market for 
scientific and laboratory instruments, specialized computerized 
laboratory data management systems, and associated software was 
valued at an estimated $1.7 billion in 1989. This market is growing 
at an average annual rate of 13 percent in real terms with software 
showing the most rapid growth (46 percent per annum). The United 
Kingdom is one of the major world markets for this type of 
equipment, and U.S. imports have 11 percent of the market. The best 
sales opportunities within this sector are for high technology 
products incorporating a high level of precision engineering and 
advanced electronics, including spectrophotometers (particularly 
ultra-violet visible spectrophotometers), electronic 
recorders/loggers, chromatographs (particularly high performance 


liquid chromatographs), and portable instruments within all product 
categories. 


Medical Equipment: Most health care in the United Kingdom is 
provided by the National Health Service (NHS). Substantial reforms 
in the NHS have recently been proposed that will bring increased 
opportunities to U.S. suppliers. The U.K. Government also has 
encouraged the growth of private sector health care, a move which 
has received support from many quarters. Nearly 6 million people, 
i.e., more than 10 percent of the population, are now eligible for 
at least some treatment within the private sector. There are more 
than 200 hospitals within the private sector, and it is estimated 
that one-sixth of all major operations are carried out in such 
hospitals. With the reform of the NHS, some 70 additional hospitals 
are expected to "opt out" of the public sector, creating a market 
for hospital computer equipment and software for improving 
management efficiency. The total 1989 market was estimated to be 


$970 million of which U.S. imports were projected to be $197 
million, or 20 percent. 





Sporting Goods: Adult participation in sports throughout the United 
Kingdom grew significantly in the 1980s, with at least 10 percent 
more men and 20 percent more women taking part. American suppliers 
have already achieved a strong presence in various sectors of the 
sports market and are regarded as supplying high-quality, 
well-designed products. One example has been the rapid recent 
growth of interest in American football; there are now over 200 
league teams in Britain, with many non league teams of local 
enthusiasts. The sports equipment and clothing sector, already 
worth more than $2 billion a year in sales after 80 percent growth 


since 1984, is likely to grow at least 10 percent a year for the 
next four to five years . 


Pollution Control Equipment: Both air and water pollution control 
and monitoring equipment offer unparalleled opportunities for U.S. 
exporters as the electrical generating industry prepares for 
privatization, closely following the recently privatized water 
industry. The U.K. market for air pollution control equipment is 
expected to grow to $722 million this year, with as much as $125 
million being spent on desulphurization equipment for power plants. 
Both the United Kingdom and European Community are enacting new, 
more stringent legislation that will further expand market 
opportunities for both air and water pollution control equipment. 


The water pollution control equipment and instrumentation market has 
been steadily growing in recent years, with a estimated market of 
$766 million in 1989. The United States has solid market shares in 
water pollution control equipment (27 percent) and air pollution 
control (12 percent). Instrumentation offers some of the best 
opportunities for U.S. exporters in these sectors. 


Construction and Architectural Services: Britain’s commercial 
office building market continues to be strong in spite of slowing 
trends in London, and the pressure of higher interest rates. Plans 
for the development of the 8.5 square mile London Docklands, one of 
the largest construction projects in the world, are proceeding. 
Many other projects remain open for the participation of U.S. 
architects, design engineers, development companies, and financiers 
-- especially in urban regeneration and waterside development 
projects. Major development plans are not limited to London, with 
recent announcements of major projects in Manchester, Liverpool, 
Southampton, and other major cities. 


Business Assistance at the Embassy 


The Foreign Commercial Service (FCS) staff of the U.S. Embassy in 
London provides a full range of services for American businesses. 
Commercial officers and trade specialists who monitor each of the 
highlighted industry sectors are available for consultation by 
appointment and can provide market research and other information on 
the British economy. They can also provide names of potential 


agents and distributors, joint venture partners, and customers for 
interested American exporters. 





- 10 - 
The International Marketing Center (IMC) 


The Embassy offers an additional service to U.S. exporters who wish 
to display their products in London or hold meetings with potential 
British customers. The FCS manages the International Marketing 
Center (IMC), a complex of exhibition and conference facilities 
available to U.S. companies at competitive rates. In addition to 
exhibition space, the IMC can provide comprehensive logistical 
support, compilation of mailing lists, printing and mailing 
services, and catering. U.S. exporters can stage their own events 
or participate in larger exhibitions organized in the IMC, or at 
U.K. trade fairs by the U.S. Department of Commerce. 


Exhibitions planned for 1990-91 include: 

September 2-9, 1990 Farnborough Air Show 

October 1990 Computer/Information Services (TM) 
October 15-19, 1990 Computers and Equipment (MM) 
November 26-28, 1990 Medical Equipment Exhibition 

April 1991 IFSEC (International Fire & Security) 
September 1991 British Lab Week Exhibition, London 
U.S. exporters wishing to participate in the above events or stage 
private events in the IMC should contact the office of the Minister 
Counselor for Commercial Affairs, United States Embassy, 24/31 
Grosvenor Square, London, W1A 1AE; Tel: 71-408-8019; Fax: 


71-491-4022; Telex: 24196 USIMC G. When phoning from the United 
States, add the numbers (01144) before the above. 


Additional data and assistance are also available from the U.K. Desk 
Officer, Robert McLaughlin, at the U.S. Department of Commerce, 

Washington, DC, 20230, tel: 202-377-3748, and from the local offices 
of the U.S. Department of Commerce located in most major U.S. cities. 
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